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Adopted: February 10,2005 Released: Febrnary 17,2005 
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I. INTRODUCTION 

1. Presubscribcd interexchange carrier (PIC) change charges are federally tariffed charges 
imposed by local exchange caniers (LECs) on end user subscribem when these subscribers change their 
presubscribed interexchange carriers (JXCs). For incumbent LECs, these charges cutTently are subject to 
a $5 safe harbor within which a PIC change charge is considered reasonable.' Significant industry and 
market changes have occurred since the implementation of the $5 safe harbor in 1984; thmfore, the 
Commission initiated this proceeding to reexamine the existing safe harbor for incumbent LEC PIC 
change Charges.' Based on the record in this proceeding, we require incumbent LECs to adopt separate 
PIC change charges for changes that are processed electronically and manually? We adopt a safe harbor 
of $1.25 for electronically processed PIC changes, and a safe harbor of $5.50 for manually processed PIC 
changes: 

' Annual 1985 Access TanfFilings, CC Docket No. 86-125, Memorandum Opinion and Order, 2 FCC Rcd 1416, 
144546, paras. 272-74 (1987) (1987 Access Tanfader) .  A carrier may establish that a higher PIC change charge 
is warranted by providing the Commission with appropriate cost support data. Id. 

hesubscribed Interexchange Carrier Charges, CC Docket No. 02-53, CCB/CF'D File No. 01-12, RM-10131, 
Order and Notice of Proposed R u l e ,  17 FCC Rcd 5568 (2002) (Notice). 

Competitive LECS also may impose PIC change charges on their end user custom.  he PIC change charge 
requirements we adopt in this Report and Order apply only to incumbent LEG. At the cumnt time we rely on 
market forces to constrain competitive LEC PIC change charges. Should market forces fail to constrain competitive 
LEC PIC change charge rates in the future, we might at that time consider applying our PIC change charge 
requirements to competitive LECs as well as to incumbent LECs. See, e.g.. Access Charge Reform, Reform of 
Access Charges Imposed by Competitive Local Exchmge Comkrs, CC Docket No. 96-262, Seventh Report and 
Order and Further Notice of Pmposed Rulemaking, 16 FCC Rcd 9923,9936, para. 34 (2001) (the Commission 
found it necessary to regulate competitive LEC access rates when the market failed to constrain these rates). 

' Carriers that have filed cost information demonstrating costs below these safe harbors must adjust their PIC change 
charges based on their actual costs and cannot avail themselves of the safe harbors. 
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II. BACKGROUND 

2. In its proceeding investigating the LECs’ initial 1983 interstate access tariff filings, the 
Commission concluded both that it was reasonable for carriers to recover costs associated with changing 
an end user’s presubscribed IXC, and that it was difficult to establish the exact costs incurred by 
incumbent LECs for this service? In light of these findings, the Commission established a safe harbor for 
PIC change charges. PIC change charges of $5 would be considered reasonable.6 When the Commission 
next addressed the PIC change charge in 1987, it found that carriers had not submitted sufficient cost 
support to justifi increasing the charge. The Commission required all carriers “to continue to apply a 
fured rate of $5.00 per presubscription change.”’ 

3. On May 16,2001, CompTel mtioned the Commission to initiate a rulemaking 
proceeding to revise its policies governing the PIC change charge? CompTel’s petition was based largely 
on a Commission decision on a formal complaint concerning such charges? In the MCI Order, the 
Commission found that, although PIC c h g e  costs had fallen, a complaint proceeding was not the proper 
venue for altering existing rules governing the reasonableness of the $5 safe harbor.’o In response to 
CompTel’s petition, the Commission concluded that significant industry and market changes had 
occurrcd since the implementation of the safe harbor in 1984, and that it was therefore appropriate for the 
Commission to initiate a rulemaking proceeding to reexamine the existing safe harbor for incumbent LEC 
PIC change charges.” Comments on the Notice were due by June 14,2002, and reply comments by July 
1, 2002.12 On April 23,2004, the Commission released a further notice of proposed rulemaking seeking 
comment on PIC change cost data filed by BellSouth in support of an increase in its federally tariffed rate 
from $1.49 to $3.07.” Comments on the Further Notice were due by June 14,2004, and reply comments 
by June 25, 2OO4.I4 V e r i m  filed detailed cost information during the pleading cycle of the Further 
Notice.” SBC filed cost i n f m t i o n  four months after the pleading cycle closed, on November 4, 2004.16 

Investigation of Access and Divestiture Related Tants, CC Docket No. 83-1 145, Phase I, Mcmtnandm Opinion 
and Or&, 55 Rad. Reg. 2d (PBCF) 1422, App. B at 13-5 (Apr. 27,1984) (1984 Access TunrOrder); 1987 Access 
TanfOrder, 2 FCC Rcd at 1446, para. 274. 

1984 Access TanfOrder, App. B at 13-5. 

’ 1987 Access TanrOrder, 2 FCC Rcd at 1446, para. 274. 

* Petition for Rulemaking Regarding Presubscribed Interexchange Carrier Charges, Competitive 
Telecommunications Association Petition for Rulemaking, CCB/CPD File No. 01-12, RM-10131 (filed May 16, 

MCI Telecommunications Corp. v. U S  WEST Communications, Inc., File Nos. E-97-08, E-97-20 through 24, 

2001). 

Memorandum Opinion and Order, 15 FCC Rcd 9328 (2000) (MCI Order). 

lo See MCI Order, 15 FCC Rcd at 9329, para. 2. 

‘I  Notice, 17 FCC Rcd 5568. 

CC Docket No. 02-53, Public Notice, 17 FCC Rcd 8846 (Pric. Pol. Div. 2002). A list of commenting parties is 
included at Appahx A. 

l3 Presnbscribed Interexchange Garrier Charges, CC Docket No. 02-53, Fuuther Notice of Proposed Rulemakbg, 
19 FCC Rcd 7445 (2004) (Further Notice). 

Further Comments Sought on the Commission’s Policies for Regulating Presubscribed Inter-ge Garriw 
Charges, CC Docket No. 02-53, Public Notice, DA 04-1586 (Pric. Pol. Div., May 28,2004). A list of parties filing 
supplmmtal comments is included at Appcdix A. 

Is veriu~ supplementa~ c~mmenrs at ~ t t .  B. 

Comments Sought on the Commbsion ’s Policies for Regulating Prwbscribed Interexchange M e r  Charges, I2 

I 4  
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III. DISCUSSION 

4. As a tbreshold matter, we consider whether regulation of incumbent LEC PIC change 
charges is necessary at the c m t  time. As discussed above, incumbent LECs assess PIC change charges 
on their end user customers that switch long distance service providers. In the Notice, the Commission 
sought comment on whether marlet forces could be relied upon to establish reasanable rates for 
incumbent LEC PIC change charges." Many commenters argue that market forces curmtly will not 
constrain incumbent LEC PIC change charge rates.'* Commentem argue that, at this time, most 
residential customers do not have a choice of LEC; therefore, end users cannot yet shop around among 
different LECs to find lower PIC change charge rates.lg Under the Commission's existing domestic 
common carrier regulations, incumbent LECs generally are treated as dominant carriers because the 
Commission has found that these carriers possess and arc likely to be able to exercise market power?' 
According to the most recent report, as of Dtcember 2003 incumbent LECs provide local service to 
approximately 84 percent of end users?1 There are no competitive LECs providing service in more than 
25 percent of the zip codes in the country?* While we do believe that residential competition is growing, 
competition is not yet so ubiquitous to serve as a reliable constraint on PIC change charge rates. Thus, we 
find that, at this time, market forces cannot be relied upon to limit incumbent LEC PIC change charge 
rates. 

A. PIC Change Charge Safe Harbors 

5. Having determined that market farces are not yet sufficient to constrain incumbent LEC 
PIC change charge rates, we examine how costs related to PIC changes are incurred and how incumbent 
LECs may recover these costs through the PIC change charge. Some commentem argue that PIC change 

(. . .continued fiom previous page) 
l6 Letter h m  Davida Grant, Senior Counsel, SBC Telecommunications, Inc., to Marlene H. Dortch, Secretary, 
Federal Communications Commission, CC Docket No. 02-53 (Nov. 4,2004) (SBC November 4 Ex Parte Letter). 
I' Notice, 17 FCC Rcd at 5575, para. 14. 

'* ASCENT Comments at 16; AT&T Connnents at 2-3 n.5; NASUCA Comments at 6; WorldCom Comments at 2; 
Genesis Reply at 5 .  

l9 AT&T Comments at 2-3 n.5; WorldCom Comments at 2-3. 

2o See Review of Regulatory Requirement3 for Incumbent LEC Broadband Telecommunications Services, CC Docket 
No. 01-337, Notice of Proposed Rulemaking, 16 FCC Rcd 22745,227474, para 5 (2001). For a discussion of 
how the Commission distinguishes between dominant and nodominant carriers, see Polky and Rules Concerning 
Rates for Competitive Common Carder Services and Facilities Authorizations Therefor, CC Docket No. 79-252, 
Notice of Inquiry and Proposed Rulemaking, 77 FCC 2d 308 (1979) (Competitive carrier Notice); First Report and 
Order, 85 FCC 2d 1 (1980) (Competitive Carrier First Report and Order); Further Notice of Proposed Rulemaking, 
84 FCC 2d 445 (1981); Second Further Notice of Proposed Rul-, 47 Fed. Reg. 17308 (1982); Second Report 
and Order, 91 FCC 2d 59 (1982), recon. denied, 93 FCC 2d 54 (1983); Third Further Notice of Proposed 
Rulemaking, 48 Fed. Reg. 28,292 ( C o r n  Can. Bur. 1983); Third Report and Order, 48 Fed. Reg. 46,791 (Comm. 
Carr. Bur. 1983); Fourth Report and Order, 95 FCC 2d 554 (1983) (Competinive Carrier Fourth Report und order), 
vacated, AT&T v. FCC, 978 F.2d 727 @.C. Cir. 1992), cert. denied, MCZ Telecommunications C ~ T .  v. ATdiT, 509 
U.S. 913 (1993); Fourth Further Notice of Proposed Rulemaking, 96 FCC 2d 922 (1984); Fifth Report and Order, 98 
FCC 2d 1191 (1984); Sixth Report and Order, 99 FCC 2d 1020 (1985), vacated, MCI Tdewmmunicutions Corp. v. 
FCC, 765 F.2d 1186 (D.C. Cir. 1985) (collectively referred to as the Competitive Carrier proceeding). 

21 Local Telephone Competition: Status as of December 31,2003, Federal commartl 'cations Commission, Wireline 
Competition Bureau, Industry Analysis Division, Table 1 (June 2004) (June 2004 Local ampetition Report). 

22 June 2004 Local Competition Report at Table 14. Even in zip codes where competitive LECs arc present, these 
competitive LECs may not offer service to customers in all areas covmd by the zip codes, and may not offer suvice 
to all types of customers (i.e., to both residential and business customers). 
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charge rates should be based on each individual incumbent LEC’s actual costs.” Other commenters urge 
us to establish a new safe harbor lower than the current $5 safe harbor to reflect incumbent LECs’ lower 
costs associated with PIC changes.” Incumbent LEC commenters argue that costs associated with PIC 
changes justitjr retention ofthe existing $5 safe harbor.25 

6. We do not agree that we should require incumbent LECs to tariff PIC change charges 
based on individual incumbent LEC actual costs. Such a requirement would be unduly burdensome, both 
to the incumbent LECs that would now be required to compile and submit detailed cost information 
related to PIC changes, and to the Commission, which would have to expend scarce resources evaluating 
the multiple cost submissions. Instead, we find that adopting a safe harbor for the incumbent LEC PIC 
change charge has been a reasonable method of regulating the charge in the past, and use of this method 
continues to be a reasonable practice going forward. Under the safe harbor approach, incumbent LECs 
may tariff PIC change charge rates that are equal to or less than the safe harbor without having to provide 
detailed cost filings in support of the rates. Incumbent LECs are free, however, to submit cost showings 
if their costs exceed the safe harbor limit. We find that adoption of a safe harbor in this instance provides 
a reasanable proxy for incumbent LECs’ PIC change costs, while allowing carriers the option of 
foregoing the submission of cost support if their rates are within the safe harbor limits. 

7. As we discussed in the Further Notice, an examination of PIC change costs reveals a 
substantial difference between the costs of electronically processed PIC changes and PIC changes that 
require manual processing.26 The record in this proceeding further confhns that the costs of an 
electronically processed PIC change are substantially lower than the costs of PIC changes that must be 
processed ma nu all^.^' By allowing carriers to impose a single, blended PIC change charge, customers 
whose PIC changes are processed through the less costly electronic system are realizing no benefit from 
the use of these more efficient systems. They will be assessed the same charge as a customer whose PIC 
change is more complicated and requires costly manual processing. With no distinction in the rates 
between electronically processed and manually processed changes, lXCs lack an incentive to invest in the 
more efficient electronic systems, as there is no competitive benefit to doing so. Instead, we believe that 
both customers and IXCs should reap the benefit of the IXCs’ investments in morc efficient electronic 
processing capabilities. We therefore adopt separate safe harbors for incumbent LEC PIC changes that 
are processed manually and electronically. Adopting a two-tiered approach will provide an incentive for 
IXCs to invest in electronic processing capabilities to gain the competitive advantage of lower incumbt 
LEC PIC change charges for customers switching to these IXCs’ services. 

~ ~ 

23 AT&T Comments at 7-10; Genesis Reply at 1; AT&T Supplemntal Comments at 2-3; AT&T Supplemental 
Reply at 4-5. 

Reply at 2; NASUCA Supplemental Comments at 2-5. 

Comments at 2; NECA Supplemental Comments at 3-4. 

26 Fuder  Notice, 19 FCC Rcd at 7446-47, paras. 3-4. 
’’ See Letter from Jennctte C. FielQ, Tarif€Adminislrator, BellSouth Telecommunications, Inc., to Secretary, 
Federal Communications commission, F.C.C. TariffNo. 1 Transmittal No. 746, Description and Justification at 24, 
(filed Oct. 14,2003) (BellSouth Transmittal No. 746); Letter from Jermette C. Fields, Tariff Administratot, 
BellSouth Telecommunications, Inc., to SemCary, Federal Communications Commission, F.C.C. T d N o .  1 
Transmittal No. 756, Att. A at 2, Row 23 Column F and Row 36 Column F (fled Nov. 4,2003) (BellSouth 
Transmi#al No. 756) (showing total weighted costs of $2.45 far a manually processed PIC change and $0.48 for an 
electronically processed PIC change); AT&T Supplemental Comments at 6-7; VarizOn Supplemntal Comments at 
Att. B, Ex. Verizon East PIC Cost Workpapers 1.2 and 1.3 Row 38 (loaded manual PIC change cost is $6.25 and 
electronic is $2.06 for Verizon East), Ex. Verizon West PIC Cost Workpapers 1.2 and 1.3 Row 29 (loaded manual 
PIC change cost is $6.28 and electronic is $1.86 for Verizon West). 

ACUTA Comments at 3; ASCENT Conrments at 1; Texas AG Comments at 1-2; Gemsis Reply at 5; NASUCA 

Beacon Comments at 1-3; NTCA Comments at 2-3; SBC Comments at 11; Sprint Comments at 2; Verizon 
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8. Commenters opposing our proposal to adopt a two-tiered safe harbor claim that such a 
system will leati to customer contiuion.2* We note that the two safe harbor rates will be filed in 
incumbent LEC tariffs, just as is the cumnt single PIC change charge. Customers will still be able to 
look to incumbent LEC tariffs to find the rate they will be assessed for a change. Furthermore, to the 
extent that IXCs will now be able to secure for potential customers lower PIC change charge rates if the 
changes are submitted electronically, we expect that IXCs will include this information in their marketing 
materials. We also reject ACUTA’s request for a single safe harbor based solely on the costs of the less 
expensive electronic PIC change process.2’ There may be instances where electronic processing is not 
feasible, and incumbent LECs should still be able to recover the costs legitimately related to manual PIC 
changes. 

9. Some commenters argue that, regardless of our decision on the PIC change charge 
applicable to large incumbent LECs, we should retain the $5.00 safe harbor for small and rural incumbent 
LECS.~ Commenters assert that these carriers have higher PIC change costs than larger LECs.” We find 
that small and rural incumbent LECs should be subject to the same safe harbors for electronic and manual 
processing applicable to larger incumbent LECs. Them is no evidence on the record that the costs for 
processing electronically submitted PIC changes are greater for small and rural incumbent LECs than for 
larger and non-rural incumbent LECs. Therefore we have no basis on which to establish a separate 
electronic PIC change safe harbor rate for these carriers. One carrier submitted cursory cost infixmation 
regarding its costs to process manually submitted PIC changes, but this i n fmt ion  fiom a single carrier 
was not sufficient evidence on which to base a separate small and rural incumbent LEC nmnual PIC 
change charge safe harbor.” In any event, we note that, as discussed below, we arc raising the current 
manual safe harbor rate for all incumbent LECs, including small and rural carriers. Finally, we note that 
prior to our decision in this report and order small and rural incumbent LECs have been subject to the 
same $5.00 safe harbor applicable to all other incumbent LECs. No small or rural carrier has submitted 
cost infiition weking to increase this $5.00 charge. As has been the case since 1984, all carriers 
remain fiee to submit cost studies to @ti@ a higher rate to the extent these companies’ costs exceed the 
safe harbors. 

10. We find that incumbent LECs without electronic PIC change capabilities may rely solely 
on a manual rate, subject to the manual safe harbor. We do not require any small or rural canier to 
implement electronic PIC change processing systems if doing so would not be economically rational. To 
the extent small and rural incumbent LECs have electronic PIC change processing systems in place, we 
find that the separate electronic PIC change rate will provide an incentive for IXCs to use this less costly 
manner of PIC change submission. Customers selecting IXCs that employ electronic PIC change 
processing will be charged the incumbent LECs’ tariffed lower electronic PIC change charge rates. 

B. 

1 1. 

Costs Recovered in the PIC Change Charge 

There is substantial discussion in the record as to the costs that should be recovered 
through the PIC change charge. In general, IXC and consumer group commentem argue that only the 

’* ACUTA Supplemental Comments at 2; Cincinnati Bell Supplemental Comments at 3; Sprint Supplemental 
Comments at 3; Verizon Supplemntal Comments at 4. 

’’ ACUTA Supplemental comments at 2. 

30 Cincinnati Bell Comments at 5; NECNOPASTCO Comments at 4. 

31 HSTC Comments at 1, Att. A (HSTC claims that its average cost for a PIC change is $23.65, with all changes 
done manually); NTCA Comments at 3-4; Sprint Comments at 14; Cincinnati Bell Supplemental Comments at 5. 
32 HSTC Comments at Att. A. 
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incremental costs of switching carriers should be recovered through the PIC change charge.” Incumbent 
LECs, on the other hand., argue that they should recover costs beyond the incremental costs of changing 
carriers through the PIC change ~harge.3~ The incumbent LEC commenters argue that costs related to 
administering PIC f i e e ~ e s ~ ~  third-party verification (TPV) costs:6 costs related to investigating slamming 
complaints, and a reasonable percentage of a canier’s total company common costs should be fccovercd 
through the PIC change chargeq3’ For the reasons discussed below, we find that incumbent LECs should 
not recover PIC freeze or TFV costs through the PIC change charge. 

12. PIC heze services are optional scrvices off& by LECs to their customers. If LECs 
choose to offer a PIC freeze service, they should recover the costs &om those customers requesting and 
using the service. If LECs are allowed to recover the costs of PIC freezes through the PIC change charge, 
customers that pay the PIC change charge are paying for thc PIC frcczc service for other customers. As 
WorldCom points out in its comments, customers that do not subscribe to the PIC b z e  service are more 
likely to change their long distance providers and to pay the PIC change charge.’* It is umeasomble to 
require these customers to pay the costs of a PIC fi-eeze service utilized by other customers. Therefbre, 
we find that the costs associated with administering PIC freeze services cannot be recovered through the 
PIC change charge. 

13. We also find that the costs of TPV cannot be r t c o v c r e d  through the PIC change charge. 
LECs are not required to conduct TPV under our rules unless a customcT is switching to the service of the 
LECs’ long distance affiliates (or from a compehtive LEC to the LECs themselves for local 
To the extent TPV is used to veri@ a change to a LEC-affiliated carrier, LECs should not be allowed to 
recover these costs from customers switching to competing long distance providers. b t a &  these costs 
should be r e c o v d  by the LEC from its affiliate. Similarly, LECs should not be allowed to increase the 
costs of PIC changes by including the costs of TPV pracesses that are voluntarily undertakm by the 
LECs. For example, Verizon’s study demonstrates that TPV costs xpresent approximately 12 percent of 
its manual processing costs.* Allowing LECs to inflate the PIC change charge by recovering these 

ASCENT Comments at 1,8; NASUCA Comments at 8-9; Texas AG Comments at 2; WorldCom Comments at 4- 

BellSouth Comments at 6 n.2; SBC Comments at 6-8; Sprint Comments at 6-8,9-10; Verizon Comments at 4-8. 

35 When a customer requests a PIC 
PIC changes submitted by IXCs. The PIC fieezc customer must notify the LEC that it wishes to lift the PIC freeze 
before the LEC will process a PIC change for the customer’s accolltzt. 

customer’s request for a service change. 

Vezizon Comments at 4-8. 

38 W d C o r n  Comments at 5. 

Implementation of the Subscriber Carrier Selection Changes Provisions of the Telecommunications Act of 1996; 
Policies and Rules Concerning Unauthorized Changes of Consumers ’ Long Distance Cmriers, CC Docket No. 94- 
129, Order, 18 FCC Rcd 10997,10999, para. 5 (2003); Implementation of the Subscriber C b i e r  Selection Changes 
Provisions of the Telecommunications Act of 1996; Policies and Rules Concerning Unauthorized Changes of 
Consumers ’ Long Dirtance Carriers, CC Docket No. 94-129, Fifth Order on Reconsideration, FCC 04-214, paras. 
9-14 (rcl. Nov. 24,2004). Section 64.1 190 of the Commission’s rules sets out several options that LECs may use to 
verify the implementation and lifting of PIC ficezes. 47 C.F.R Q 11.6900. TPV is listed as one of several options 
LECs may use to veri@ the implementation of PIC freezes, but TPV is not even listed as a method for verifying the 
lifting of a fieeze. 47 CP.R 64.1 190 (dX2Xiii) and (e). 

Vcrimn Supplemental Comments at Att. B, Exhiiits Verizon East PIC Freeze Cost Workpaper 1.1, Verizon West 
PIC Freeze Cost Workpaper 1, Verizon East PIC Cost Workpaper 1.2, Verizon West PIC Cost Worlrpaper 1.2. 
(continued ....) 

33 

7; Genesis Reply at 1 .  

fiam a LEC, the LEC blocks the customr’s account fiom mechanized 

In the TPV process, the LEC conuects the end user customer to an independent company to confirm the 

BellSouth Comments at 6 n.2; NTCA Comments at 2-3; SBC Comments at 6-8; Sprint Comments at 6-8,9-10; 37 

39 
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voluntarily incurred costs may reduce customers’ willingness to switch long distance providers, thereby 
hindering competition. Therefore, we find that incumbent LECs may not recover voluntarily-incurred 
TPV costs through the PIC change charge, and may recover mandatorily-incurred TPV costs only fiom 
customers that switch to the incumbent LECs’ long distance affiliates. 

14. Some commenters also argue that slamming costs should not be recovered through the 
PIC change charge?’ They contend that incumbent LECs have no legitimate role in investigating 
slamming complaints so there are no costs to be recovered.“ These commenters overlook the fact that 
customers may not be aware of the Commission’s slamming complaint p r o d u r e s  and may contact the 
LECs for information about the process. Under the Commission’s rules, if a customer notifies its LEC of 
an unauthorized change of its IXC, the LEC must noti@ both the authorized and the unauthorized IXCs, 
and must also refer the customer to the appropriate regulatory authority for resolution of the c0mplaint.4~ 
Incumbent LECs do incur some small costs in carrying out these duties. In VcrizOn’s cost study, for 
example, slamming inquiry costs represented only approximately $0.09 per PIC change, or approximately 
two percent of the total costs included in Verizon’s PIC change ~ o s t s . ~  Because these costs are incurred 
legitimately by the LECs as part of implementation of customers’ PIC selections; because, as represented 
by Verizon’s cost study, these costs are slight; and because all customers benefit directly or indirectly 
from the LECs’ diligence in investigating slamming complaints, we will allow incumbent LECs to spread 
these costs over all PIC change requests and recover them through the PIC change charge. 

15. We also find that incumbent LECs may recover a reasonable percentage of their common 
costs through the PIC change charge. SBC and Verizon argue that common costs, such as legal, 
executive, marketing, and other costs, are not incurred in relation to any specific service, but are required 
for LECs to pvide  all of the services they offcr, including the PIC change ~ervice.4~ Commentm have 
offered no justification for treating the PIC change service differently fiom other incumbent LEC services 
with respect to the inclusion of reasonable common costs.& 

(...continued fiom previous page) 
Verizon’s TPV costs are found in its cost study at rows 1,5 and 6 of Exhiiit Verizon East PIC Freezt Cost 
Workpapex 1.1 and Exhiiit Verizon West PIC Freeze Cost Workpaper 1. 

“ ASCENT Comments at 8-13; NASUCA Comments at 8-9; WorldCom comments at 5-6; AT&T Reply at 7; 
Genesis Reply at 8-10; WorldCodCoqTel Reply at 7-9. 

ASCENT Comments at 8-13; NASUCA Comments at 8-9; WorldCom Comments at 5-6; AT&T Reply at 7; 
Genesis Reply at 8-10; WorldCodCompTel Reply at 7-9. 

I3 47 C.F.R. 8 54.1 150 (a) and (b). 

According to VerizOn’s cost study, Verizon East’s PIC costs, excluding PIC fineze costs, arc $4.75. Ofthis total 
cost, $0.06, or approximately one percent of the total, are slamming costs. Verizon Supplemental Comments at Att. 
B, Exbibit Verizon East PIC Cost Workpaper 1.1 Rows 35 and 37. Verizon’s cost study sbom that Verizon West’s 
PIC costs, excluding PIC fireeze costs, arc $3.93. Ofthis total cost, $0.14, or approximstely four percent of the total, 
arc slanrrmng costs. Verizon Supplemental Comments at Att. B, Exhilit Verizon West PIC Cost Workpaper 1.1 
Rows 26 and 28. Vcrizon’s cost study shows that there were approximately 52 percent as many PIC changes in 
VenizOn West as in V h n  East. Vaizam Supplemental Comments at Att. B, Exhiiit Verizon East PIC Cost 
Workpapex 2 Row 3 (8,196,979 total PIC changes in Verizon East) and Exhiiit Verizon West PIC Cost Worlrpaper 
2.1 Row 5 (4,268,280 total PIC changes in Verizon West). Using a weighted average, Verizon’s total PIC costs, 
excluding PIC fkezc costs, are approximately $4.46. Of this total, approximately $0.09, or two percent of the total, 
ale slammrnp costs. 

45 SBC Comments at 6; Verizon Comments at 6. 

46 Genesis argues that inclusion of LEC common costs in the PIC change charge potentially could allow the 
incumbent LEC to recover b m  its comptitom “win-back” market@ cos@ d costs fiom legal actions brought by 
its competitors. Genesis Reply at 8. The PIC change charge is not assessed on IXCs, but on the LEcs’ end user 
(continued ....) 
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C. Establishing Safe Harbor Rates 

16. To set the incumbent LEC electronic and manual PIC change charge safe harbors, we 
look to the cost information submitted in the record of this proceeding. There are three cost studies in the 
record one filed by BellSouth m svpport of a change to its tariffed PIC change charge rate in November 
2003y one filed by Verizon in rtsponsc to the Further Notice on June 15,2004;4’ and one filed by SBC 
more than four months after the record closed, on November 4,2004” BellSouth‘s cost information was 
not promulgated in response to the issues raised in this proceeding, and it does not provide as much detail 
in certain areas, such as PIC fiecze costs, as docs Verizon’s cost study. Verizon’s cost study provides the 
most detailed analysis of the costs it includes in its PIC change charge, including costs associated with 
PIC freezes and the TPV process. Commcntm objecting to Verizon’s cost study focus on costs that 
should be excluded h m  the PIC change charge and do not contest the actual amou~ts of the costs. 
SBC’s cost study was submitted after the record closed and parties have not had an oppotamity to 
comment on it. Furthennore, SBC’s cost study docs not provide a detailed analysis of the costs 
attributable to electronically processed PIC changes.5o We therefore rely on Verizon’s cost study as the 
best record evidence to establish revised safe harbor rates. 

17. After removing costs that Verizon identifies as associated with PIC fieezes and TPV, we 
adopt a safe harbor rate of $1.25 far electronically processed PIC changes5’ and a safe harbor rate of 
$5.50 fix manually processed PIC changes.s2 Verizon’s cost study on which we base these safe harbor 

(...continued from previous page) 
customers. IXCs are not required to reimburse this charge for customers that switch to their service. Any payment 
by an IXC of the PIC change charge is voluntary. 

To the extent incumbent LEG seek to tarifYPIC change charges greater than the safe hubor rates, thty will be 
required to include in their cost support the percentage of common costs allocated to the PIC change charge. The 
Commission will then be able to examine the reasonableness of these allocations on a case-by-case basis. See, e.g.. 
Long-Term Number Portability TarirFilings, Ameritech Operating Companies et. al, CC Docket No. 99-158, 
Memorandum Opinion and Order, 14 FCC Rcd 11883,11923-24,11926-28, paras. 89,95-100 (1999) (exmining 
incumbent LEG’ allocations of common costs in a tarif€ investigation proceeding). 

47 See BellSouth Transmittal No. 746; Letter firom Jennettc C. Fields, T d  Administrator, BellSouth 
T e l m c a t i o n s ,  Inc., to Secretary, Federal Communications Commission, F.C.C. T M N o .  1 Application No. 
140 (filed Nov. 3,2003) (BellSouth Application No. 140); BellSouth Transmittal No. 756. 

Verizon Supplemental Comments at Att. B. 
49 SBC November 4 Ex Parte Letter. 

and 100 percent mechanized PIC changes, but SBC does not provide any &ail as to how it arrived at tlae costs for 
the mechanized PIC changes. Letter fiom Toni Acton, Associate Director, SBC Telcconmnunications, Inc., to 
Marlene Domh, Secretary, Federal Cannmrm ‘cations Commission, CC Docket No. 02-53, Att. (filed November 17, 
2004) (SBC November 17 Ex Parte Letter). 

The $1.25 electronic safe harbor rate is based on the weighted average of Verizon Eest’s electronic PIC chsnge 
costs, minus PIC fieeze costs ($1.34), and Verizon West’s electronic PIC change costs, minus PIC freeze costs 
($0.95). Verizon Supplemtntal Comments at Att. B, Exhiiit Verkm East PIC Cost Workpapa 1.3 Rows 36,38, 
and Verizon West PIC Cost Workpaper 1.3 Rows 27,29. As discussed above, VerizOn’s cost study shows that there 
w m  approximately 52 percent as many PIC changes in Verizon West as in Ven’zon East. See note 44, supra. The 
weighted cost of Verizon’s electronic PIC changes is approximately $1.21, and we rounded this to $1.25 to arrive at 
the electronic safe harbor rate. 

” “he $5.50 manual safe harbor rate is based on the weighted average of Verizon East’s manual PIC change costs, 
minus PIC fimze costs ($5.53) and Veriuw West’s manual PIC change costs, minus PIC fireeze costs ($5.37). 
Verizon Supplemental Comments at Att. B, Exhibit Verkm East PIC Cost Workpaper 1.2 Rows 36,38, and 
Verizon West PIC Cost Workpaper 1.2 Rows 27,29. As discussed above, Verizon’s cost study shows that thm 
(continued ....) 

In an ex parte letter discussing its cost filing, SBC provides rate summaries showing costs for 100 percent manual 
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rates includes in its elcctronically processed PIC change costs the costs associated with electronically 
submitted change requests that “fall out” of the electronic system and require some manual handling.S3 
We therefore clarify that all PIC change requests that are submitted electronically by the IXC will result 
in the incumbent LEC charging the end user the electronic PIC change charge rate, regardless of whether 
some manual processing is required.” 

18. Incumbent LECs that process PIC change requests through electronic and manual 
methods must amend their tariffs to reflect separate rates for electronic and manual processing of PIC 
changes. If an incumbent LEC’s rates are at or below these safe harbors, the mcumbent LJX is not 
required to file cost support for the rates. If an incumbent LEC wishes to demonstrate costs in excess of 
the safe harbor rates, it must file detailed cost support for its proposed rates. If at the time it filed its 
cmently tariffed PIC change charge rate an incumbent LEC relied on cost data demonstrating that its 
costs are lower than the new safe harbor rates, the incumbent LEC may not increase its PIC change 
charge rates unless it files new cost support jus t img the higher rates. 

19. BellSouth argues in this proceeding that the PIC change charge should be included in 
price cap regulati~n.~~ corn men^ overwhelmingly oppose BellSouth‘s p rop~sa l .~  Sprint argues that 
LECs should not be able to move PIC change charges, which are driven by end users’ decisions to switch 
long distance providers, into price cap regulated access charges, which are assessed on IXCs.5’ We agree 
with Sprint, and find that incumbent LECs should not include PIC change charges in price cap regulation. 
We also reject Vcrizon’s argument that any reduction in the PIC change charge would require price cap 
LECs to make an exogenous adjustment to their price cap rates?* Veriurn’s argument rests on the false 
premise that incumbent LECs are entitled to a certain amount of revenue based on the $5.00 PIC change 
charge safe harb0r.5~ Tht $5.00 safe hrtwr is not a ‘~scr ibec~ rate” as vcrium contends.6o m e  PIC 
change charge is based on the costs related to PIC changes. To the extent incumbent LECs’ PIC change- 
related costs exceed the safe harbor rate, incumbent LECs have had the ability to file cost studies to 
justify a higher rate. And to the extent their costs were less than the safe harbor rate, as in the cases of 
SNET and BellSouth,6’ the= companies have reduced their PIC change charges accordingly. No 

(...continued from previous page) 
were approximately 52 percent as many PIC changes in Verizon West as in V h n  East. See note 44, supra The 
weighted cost of Verizon’s manual PIC changes is approximately $5.48, and we rounded this to $5.50 to arrive at 
the manual safe harbor rate. 

53 Verizon Supplemental Comments at Att. By Exhiit Verizon East PIC Cost Workpqer 1.3 Row 2. 

” The exception to this application of the electronic PIC change charge would be if& end user custom has 
implemented a PIC fncze on the Bccozmt. In that case, the costs of the manual pr~~cssing of the PIC change arc not 
reflected in the electmnic rate, and PIC fhczc customers will be asseased the manual PIC change charge. The 
manual PIC change charge would be in addition to any PIC freeze implementation or removal costs that the LEG 
choose to recover fkom the end user for providing the service. 

55 BellSouth Comments at 34. 

xi AT&T Reply at 6-7; SBC Reply at 6; Sprint Reply at 5-7; WorldCodCompTel Reply at 9-10. 

57 Sprint Reply at 5-7. 

Verizon Supplemental Cormnents at 9-10. 58 

59 Verizon Supplemental comments at 10. 

6o veriurn Supplemental comments at 10. 

Federal Conmwications Commission, Tarif€F.C.C. No. 39 Transmittal No. 663, (filed Jan. 19,1996) (SNET 
Transmittal No. 663) (setting a PIC change charge rate of $2.60), BellSouth Transmittal No. 746, BellSouth 
Application No. 140, BellSouth Transmittal No. 756 (setting a PIC change charge rate of $3.07). 

See Letter fiom Eugene J. Baldrate, Director-Federal Regulatory, Southern New E@nd Telephone, to Secretary, 
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exogenous adjustment to price caps was made by either company, as none was warranted under our rules. 
As in the case of the former $5.00 safe harbor, we are not here prescribing rates for incumbent LEC PIC 
change charges in this proceeding. 

20. In the Further Notice the Commission sought comment on whether the PIC change 
charge should be changed fiom an end user charge to a charge that is assessed on the IXCs if the IXCs 
submit the change request to the LECS:' Commentcrs apposing this position argue that the end user 
causes the costs by deciding to change caniers and should therefore pay the ~ h a r g e . ~  We agrec, and 
maintain the PIC change charge as an end user charge at this time. ACUTA argues that imposing the PIC 
change charge on IXCs could provide a disincentive far slamming.64 Other commenters argue, however, 
that IXCs already may be paying customers' PIC change charges= a marketing tool to gain long distance 
cust0mers;6~ assessing the charge on IXCS is not likely to have a significant deterrent effcct for slamming. 

D. Multiple PIC Change Charges for Simultaneous Changes in Services 

21. Some commenters in the proceeding arw that LECs should not be able to assess 
multiple PIC change charges when customers change both their PIC and their intraLATA primary 
interexchange carrier (LPIC) at the same time.66 Two incumbent LEC commenters confirm that, when 
the changes are requested simultaneously, the costs are equal to the costs of a single c1umge.6~ 
Specifically, to avoid double cecovery of costs, Sprint assesses only the in te~UTA PIC change charge 
when a customer changes both its PIC and LPIC simultaneously.68 SBC splits the charge in half when the 
PIC and LPIC changes are requested at the same time, chargmg $2.49 for each.@ Generally, incumbent 
LECs' PIC change charges are contained in their federal tariffs and LPIC change charges arc contained in 
state Cariffs. For purposes of the federally-tatiffed PIC change charge, when customers change their PICs 
in conjunction with changing their LPICs, incumbent LECs should assess half of the applicable federally- 
tariffed PIC change charge. Carriers may recover their remaining costs through the state-tariffed LPIC 
change charges. We require incumbent LECs to amend their federal tariffs to include a rate that is 50 
percent of the manual PIC change charge rate, and another rate that is 50 percent of the e h n i c  PIC 
change charge rate, and the respective 50 percent rate will apply when a customer requests a PIC change 
simultaneously with an LPIC change. 

I IV. CONCLUSION 

22. As discussed above, we require all incumkt LECs that process PIC change requests 
through electronic and manual methads to revise their tariffs to include one rate for PIC changes that are 
processed electronically and a separate rate for PIC changes that are protxssed manually. Rates that are 
within the safe harbors of $1.25 for electronically processed PIC changes and $5.50 for manually 
processed PIC changes may be filed without separate cost support. Rates in excess of these safe harbors 
must include appropriately detailed cost support justifjmg the rates. Incumbent LECs must also revise 

62 Further Notice, 19 FCC Rcd at 7447, para. 5. 

C i n c h t i  Bell Supplemental Conm~nts at 2; Sprint Supplemental Comments at 3. 

ACUTA Supplemental Comments at 3. 64 

65 Beacon Comments at 3; MCI Supplemental Comments at 9; Verizon Supplemental Colmnents at 4 a 2. 

Supplemental Comments at 2. 

67 Sprint Comments at 13; SBC Supplemental Reply at 4. 

68 Sprint Comments at 13. 

69 SBC Supplemental Reply at 4. 

NASUCA Comments at 7; WorldCom Comments at 6-7; NASUCA Reply at 11-12; NJ Ratepap Advocate 
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their tariffs to reflect a rate that is equal to 50 percent of the full PIC change charge rate when a customer 
requests a PIC change in conjunction with an LPIC change. These tariff revisions are to be filed on or 
before the 30* day after this Report and Order is published in the Federal Register. 

V. PROCEDURAL MATTERS 

A. Paperwork Reduction Act Analysis 

23. This document does not contain new or modified information collection requirements 
subject to the Paperwork Reduction Act of 1995 (PRA), Public Law 104-13. In addition, therefore, it 
does not contain any new or modified “information collection burden for small business concerns with 
fewer than 25 employees,” pursuant to the Small Business Paperwork Relief Act of 2002, Public Law 
107-1 98.m 

B. Congressional Review Act 

24. The Commission will send a copy of this Report & Order in a report to be sent to 
Congress and the General Accounting Office pursuant to the Congressional Review Act?’ 

C. Final Regulatory Flexibfity Analysis 

25. As required by the Regulatory Flexibility Act,” the Final Regulatory Flexibility Analysis 
for this Repart and Order is contained in Appendix B. 

VI. ORDERING CLAUSES 

26. Accordingly, IT IS ORDERED that, pursuant to 4(i), 4(j), 201(b), 203(a), 205, and 403 of 
the Communications Act of 1934, as amended, 47 U.S.C. $8 154(i), 154Q), 201(b), 203(a), 205, and 403, 
all incumbent LECs that process PIC change requests through electronic and manual methods SHALL 
FILE REWED RATES, to include one rate for PIC changes that are processed electronically and a 
separate rate for PIC changes that are processed manually as described in paragraphs 7-18 above, and all 
incumbent LECs SHALL FILE REVISED RATES equal to 50 percent of the full PIC change charge rate 
when a customer q u e s t s  a PIC change in conjunction with an LPIC change as described in paragraph 2 1 
above, no later than thvty (30) calendar days fiom the publication of this Report and Order in the Federal 
Register. These rates SHALL BE EFFECTIVE on fifteen (1 5) days’ notice. 

27. lT IS FURTHER ORDERED that the Commission’s Consumer and Govemmental 
Affairs Bureau, Reference I n f m t i o n  Center, SHALL SEND a copy of this Repurt and Order, including 
the Final Regulatory Flexibility Analysis, to the Chief Counsel for Advocacy of the Small Business 
Administration. 

FEDERAL COMMUNICATIONS COMMISSION 

I Marlene H. Dortch 
Secretary 

’O 44 U.S.C. 4 3506(cX4). 

5 U.S.C. 80l(a)(lXA). 

5 U.S.C. 0 604. 
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Appendix A 

PIC Change Charge Notice of Proposed Rulemakhg 
CC Docket No. 02-53 

Comments Filed by June 14,2002: 

ACUTA, Inc.: The Association for Telecommunications Professionals in Higher Education (ACUTA) 
Association of Communications Enterprises (ASCENT) 
AT&T Corp. (AT&T) 
Beacon Telecommunications Advisors, LLC (Beacon) 
BellSouth Corporation (BellSouth) 
Cincinnati Bell Telephone Company (Cincinnati Bell) 
Joseph Friedman 
Hot Springs Telephone Company 
National Association of State Utility Consumer Advocates (NASUCA) 
National Exchange Carrier Association, Inc. and the Organization far the Promotion and Advancemmt of 

Small Telecommunications Companies (NECNOPASTCO) 
National Telecommunications Cooperative Association (NTCA) 
SBC Communications, Inc. (SBC) 
Sprint Corporation (Sprint) 
Office of the Attorney General of the State of Texas (Texas AG) 
Verizon 
WorldCom 

Reply Comments Filed by July 1,2002: 

AT&T 
BellSouth 
Vicera Communications, Inc. d/b/a Genesis Communications International (Genesis) 
NASUCA 
SBC 
sprint 
Verizon 
WorldCodCompTel 
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Supplemental Comments Filed by June 15,2004 

ACUTA 
AT&T 
BellSouth 
Cincinnati Bell 
MCI 
NASUCA 
National Exchange Carrier Association et al. (NECA) 
New Jersey Division of the Ratepayer Advocate 
SBC 
sprint 
Verizon 

Supplemental Reply Comments Filed by June 25,2004: 

AT&T 
BellSouth 
MCI 
NASUCA 
NECA 
SBC 
Verizon 
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Appendix B 

Final Regulatory Flexibility Analysis 

As required by the Regulatory Flexibility Act of 1980, as amended (RFA),’ an Initial Regulatory 
Flexibility Analysis (IRFA) was incorporated in the Notice and the Further Notice? The Commission 
sought written public comment on the proposals in the Notice and Further Notice, including comment on. 
the IRFA. This present Final Regulatory Flexibility Analysis (FRFA) c d i  to the RFA.’ 

Need for, and Objectives of, the Report and Order 

Presubscribed interexchange carrier (PIC) change charges are federally tarifYed charges imposed 
by local exchange carriers (LECs) on end user subscribers when these subscribers change their 
presubscribed interexchange carriers (IXCs). The Commission in 1984 established a safe harbor of $5 for 
PIC change charges of incumbent LECs, allowing carriers to set rates at or below the $5 d e  harbor 
without the need for filing detailed cost support for the rates. Significant industry and market changes 
have occurred since the implementation of the $5 safe harbor in 1984, therefare, the Commission initiated 
this proceeding to reexamine the existing safe harbor for incumbent LEC PIC change charges. As 
discussed in paragraphs 6-1 8 of the report and order, incumbent LECs are required to adopt separate PIC 
change charges for changes that are processed electronically and manually. We adopt a safe harbor of 
$1.25 for electronically processed PIC changes, and a safe harbor of $5.50 for manually processed PIC 
changes. Also as discussed in paragraph 21, incumbent LECs must include in their federal tariffs a rate 
equal to 50 percent of the full PIC change charge rate when a customer requests a PIC change in 
conjunction with a change in its intraUTA p r e s u b m i  interexchange canicr @,PIC). 

Summary of Significant Issues Raised by Public Comments in Response to the IRFA 

There were no comments filed that specifically addressed the rules and policies proposed in the 
IRFA. 

Description and Estimate of the Number of Small Entities to Which the Proposed Rules wiU Apply 

The RFA directs agencies to provide a description of, and, where feasible, an estimate of the 
number of small entities that may be affected by rules adopted hcrcin.’ The RFA generally defines the 
term “small entity” as having the same meaning as the terms “small business,” ‘‘small organization,” and 
“small governmental jurisdiction.” In addition, the term “small business” has the same meaning as the 
term “small business concern” under the Small Business Act! A “small business concem” is one that 1) 

’ 5 U.S.C. g 603. 

PrdscribedZnterexchange Gzmkr Charges, CC Docket No. 02-53, CCB/CPD File No. 01-12, RM-10131, 2 

Order and Notice of Proposed Rul- 17 FCC Rcd 5568,5578-82, paras. 22-34 (2002) (Notice); 
Presubsmbed Interexchange &rrier charges, CC Docket No. 02-53, Further Notice of Proposed Rulemaking, 19 
FCC Rcd 7445,7449-7453, paras. 13-24 (2004) (Further Notice). 

5 U.S.C. 8 604. 
5 U.S.C. 8 604(a)(3). 

5 U.S.C. 0 601(6). 

5 U.S.C. 8 601(3) (inwrporating by refemwe the definition of “ s d  business CoIYxm” m tbe Small Business Act, 
15 U.S.C. 8 632). Pursuant to 5 U.S.C. 9 601(3), the statutory definition of a small business applies ‘‘unless an 
agency, af€a consultation with the Of€ice of Advocacy of the Small Business Administration and lfter opportunity 
(continued ... .) 
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is independently owned and operated; 2) is not dominant in its field of o p t i o n ;  and 3) satisfies any 
additional criteria established by the Small Business Administration (SBA).’ 

We have included small incumbent LECs in this present RFA analysis. As noted above, a “small 
business” under the RFA is one that, infer alia, meets the pertinent small business size standard (e.g., a 
telephone communications business having 1,500 or fewer employees), and “is not dominant in its field 
of ope ratio^^.'^ The SBA’s Office of Advocacy contends that, for RFA purposes, small incumbent LECs 
are not dominant in their field of operation because any such dominance is not “national” in scope? We 
have therefore included small incumbent LECs in this RFA analysis, although we enqphasize that this 
RFA action has no effect on Commission analyses and determinations in other, nm-WA contexts. 

Wired Telecommunicutions Carriers. The SBA has developed a small business size standard for 
Wired Telecommunications Carriers, which consists of all such companies having 1,500 or fewer 
employees.’o According to Census Burtau data for 1997, there were 2,225 finns in this category, total, 
that operated for the entire year.” Of this total, 2,201 finns had employment of 999 or fewer employees, 
and an additional 24 firms had employment of 1,000 employees or more.12 Thus, under this size standard, 
the majority of firms can be considered small. 

Incumbent Local Exchange Carriers. Neither the Commission nor the SBA has developed a size 
standard for small businesses specifically applicable to incumbent local cxchge  carriers. The closest 
applicable size standard under SBA rules is for Wired Telecommunications Carriers. Under that size 
standard, such a business is small if it has 1,500 or fewer employees.” Accordrng to Cornmission data, 
1,310 carriers reported that they were incumbent local exchange Service pviders.“ Ofthcse 1,3 10 
carriers, an estimated 1,025 have 1,500 or fewer employees and 285 have more than 1,500 ~nployees.’~ 
Consequently, the Commission estimates that most incumbent local exchange carriers are small entities 
that may be affected by the rules and policies adopted herein. 

(...continued h m  previous page) 
for public commnt, establishes one or more definitions of such term which are appropriate to the activities of the 
agency and publishes such dehition(s) in the Federal Register.’’ 

’ 15 U.S.C. 0 632. 

15 U.S.C. 5 632. 

Lctter fkm Jere W. Glover, Chief Counsel for Advocacy, SBA, to William E. Kennard, chairman, FCC (May 27, 
1999). The Small Business Act contains a definition of “small business concern,” which the RFA incorporates into 
its own definition of “small business.” See 15 U.S.C. 8 632(a); 5 U.S.C. 5 601(3). SBA regulations interpret “small 
business concern” to include the concept of dominance on a national basis. 13 C.FA 5 121.102B). 

lo 13 C.F.R 5 121.201, NAICS code 517110. 

I’  U.S. Census Bureau, 1997 Economic Census, Subject Series: Information, “Estabbhumt and Firm Size 
(Including Legal Form of Organization),” Table 5, NAICS code 513310 (issued October 2000) (NAICS code 
513310was changedto 517110 inOctober2002). 

*’ Id. The census data do not provide a more precise estimate of the number of fums that have employment of 1,500 
or fewer employees; the largest category provided is “Firms with 1 ,OOO employees or more.” 

l3 13 C.F.R 0 121.201, NAICS code 517110. 

Analysis and Tachnology Division, Table 5.3 (May 2004) (;r2.mdr in Telephone Service). 

Is Trendr in Telephone Service, Table 5.3. 

T r d  in Telephone Service, Federal Communications Commission, Wireline Competition Bureau, Industry 14 
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Description of Projected Reporting, Recordkeeping and Other Compliance Requirements for Small 
Entities 

All incumbent LECs, including those that are small entities, are now required to make revisions 
to their federal tariffs to implement our revised PIC change charge policies. To the extent their federal 
tariffs do not already reflect this, all incumbent LECs must file rates equal to 50 percent of the full PIC 
change charge rate when an end user customer requests a PIC change in conjunction with an LPIC 
change. Also, all incumbent LEC that are able to process PIC changes electronically must file separate 
rates for PIC changes that are processed manually and electronically. If the rates are within the safe 
harbor rates of $5.50 for manually processed changes and $1.25 for electronically processed changes, no 
cost support is required. For rates in excess of the safe harbor rates, incumbent LECs must file detailed 
cost information justifying the higher rates. 

Steps Taken to Minimize Significant Economic Impact on Small Entities, and SigniAerrnt 
Alternatives Considered 

The RFA requires an agency to describe any significant alternatives that it has considered in 
developing its approach, which may include the following four alternatives (among others): “1) the 
establishment of differing compliance or reparting requirements or timetables that take into account the 
resources available to small entities; 2) the clarification, consolidation, or simplification of compliance or 
reporting requirements under the rule for small entities; 3) the use of perfoxmance rather than desi 
standards; and 4) an exemption from coverage of the rule, or any part thereof, for small entities.”’ P 

Some commentem in this proceeding argue that incumbent LECs should be required to base their 
PIC change charges on their individual costs. As discussed in paragmph 6 of the report and order, we 
reject this approach as unduly burdensome on incumbent LECs, including any that may be small entities. 
Instead, adopting safe harbors for PIC change charges allows incumbent LECs to file rates without the 
burden of filing detailed cost support. “Incumbent LECs still have the option of filing cost support if their 
PIC change costs exceed the safe harbor rates. As discussed in paragraphs 9-10 of the rcpcnt and order, 
we decline to adopt a separate safe harbor rate for small and rural incumbent LECs. We note that prior to 
our decision in this order small and rural carriers have been subject to the same $5.00 safe harbor 
applicable to all other carriers. No small or rural carrier has submitted cost information steking to 
increase this $5.00 charge. As has been the case since 1984, all carriers remain free to submit cost studies 
to justify a higher rate to the extent these companies’ costs exceed the safe harbors. As discussed in 
paragraph €0, we do not require any small or rural carrier to implement electronic PIC change processing 
systems if doing so would not be economically rational. 

Report to Congress 

The Commission will send a copy of this Report and Order, including this FRFA, in a report to be 
sent to Congress pursuant to the Congressional Review Act.” In addition, the Commission will send a 
copy of the Repart and Order, including the FRFA, to the Chief Counsel for Advocacy of the SBA. A 
copy of the Report and Order and FRFA (or summaries thereof) will also be published in the Federal 
Register.** 

’‘ 5 U.S.C. 5 603(c)(l)-(c)(4). 

5 U.S.C. 5 801(a)(l)(A). 

I8 5 U.S.C. 0 604(b). 
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RE: 

RE: 

RE: 

STATEMENT OF 
CHAIRMAN MICHAEL K POWELL 

In the Matter of Rules and Regulations Implementing Minimum Customer Account 
Record Exchange Obligation on All Local and Interexchange Carriers, CG Docket No. 
02-386. 

Rules and Regulations Implementing the Telephone Consumer Protection Act of I991 , 
CG Docket No. 02-278. 

Presubscribed Interexchange Cam‘er Charges, CC Docket No. 02-53. 

The three items the Commission adopts today continue our efforts to place consumers at the 
forefront of the commission’s agenda. Specifically, we take action to strengthen the Commission’s 
telemarketing rules, which were amended in 2003. This continues the work begun in 2003 with the 
establishment of a national do-not-call registry and other consumer protection measures concerning 
telemarketing calls. The do-not-call registry now contains over 80 million telephone numbers and 
continues to serve as an option to protect consumers from unwanted t e l e m a r b g  calls. 

Moreover, the rules we adopt today help to ensure that consumers’ phone service 
bills are accurate and that their carrier selection requests are honored and executed without undue delay. 
Facilitating the exchange of customer account information in certain situations will assist all carriers in 
resolving billing issues and moving customers seamlessly from one carrier to another. I am pleased that 
the Commission has endorsed a proposal that has garnered the support of a broad cross-section of the 
industry. These standards will create greater industry uniformity without imposing unnecessary burdens 
on carriers. 

Finally, we revise the Commission’s policies govemhg charges associated with a consumer’s 
choice to change long distance providers. The current $5 safe harbor rate was implemented in 1984, and 
industry and market conditions have changed dramatically since that time. Moreover, the record in this 
proceeding clearly demonstrates a large disparity between the costs of PIC change charges that are 
processed electronically versus those that are processed manually. As a result, based on cost data filed in 
the record, we set a separate. safe harbor rate for electronically and manually processed PIC changes -- $ 
1.25 and $5.50, respectively. Carriers that have invested in the technology to process and submit PIC 
changes electronically should be rewarded by offering potential customers a lower PIC change rate 
reflecting the lower costs of electronic processing. Adopting a two-tiered approach provides an incentive 
for providers offering long distance service to invest in electronic processing capabilities to gain the 
competitive advantage of lower PIC change charges for customers switching to these services. 

I am pleased to support these three interrelated items. They represent the Commissions 
commitment to protecting individuals throughout the lifecycle of consumer choice - fiom the decision to 
change providers, to the costs associated with that choice, to a decision to prevent unwanted 
telemarketing calls. 
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STATEMENT OF 
COMMISSIONER MICHAEL J. COPPS, 

APPROVING IN PART, DISSENTING IN PART 

Re: Presubscribed Interexchange Currier Charges, Report and Order (CC Docket 
NO. 02-53) 

The Commission’s $5 safe harbor for PIC change charges has been on our books for two decades. 
The $5 charge is a relic fiom the early days of divestiture. So I welcome the opportunity this proceeding 
affords to bring the PIC change charge into the modem era of telecommunications. This is especially 
important because these charges can end up on consumer bills whenever end users switch long distance 
providers. 

But I think today’s decision may miss the mark. While the Order lowers the mechanized 
threshold to $1.25, it raises the manual threshold to $5.50. To figure out if this is good or bad for 
consumers, it is important to determine how many changes are processed mechanically and how many are 
processed manually. Yet we don’t analyze this thoroughly in today’s decision. There is record evidence 
seeming to show that while as few as 21% of PIC changes are mechanized, as many as 79% are manual.’ 
This means that while the benefit of a lower PIC change charge is enjoyed by a few, the burden of a 
higher charge could be imposed on the many. And no amount of discussion about net bentfits or changed 
incentives can mask the fact that this Order could subject the majority of end-users to inmased charges. 
As a result, I support today’s item and our effort to reduce charges for mechanized changes, but 
respectfully dissent from its conclusions with respect to manual charges. 

’ See Letter from Mary L. Henze, Assistant Vice President, BellSouth D.C., Inc., Attachment at 3 (filed February 1, 
2005); see a h  Letter from Richard T. Ellis, Executive Director, Verizon (filed February 8,2005); Letter from Toni 
Acton, Associate Director, SBC Services Inc., Attachment (filed February 7,2005). 
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CONCURRING STATEMENT OF 
COMMISSIONER JONATHAN S. ADELSTEIN 

Re: Presubscribed Interexchange Carrier Charges, CC Docket 02-53. 

With this Order, the Commission revisits the charge that consumers must pay to switch their long 
distance provider. The current charge was established over twenty years ago, so consumer groups and 
long distance carriers who bear these charges have fairly asked us to find out whether the costs incurred 
still justify the current rate. When we refreshed the record in this proceeding last spring, my goal was to 
pass on the savings of twenty years of technological innovation to consumers. Despite some reservations, 
I am hopeful that this Order will accomplish that goal. 

Unlike our former rules which applied one safe harbor rate, this Order establishes two rates for 
changes to a consumer’s long distance carrier (also known as the presubscribed interexchange carrier or 
“PIC”): one rate for electronic transactions, and another for rnanual transactions. That first rate, for 
electronic transactions, is reduced in this Order - as you might expect from twenty years of technological 
innovation. Unfortunately, the other rate, for manual changes, goes up. The t h e w  of this approach is 
that consumm and long distance carriers will have incentives to choose the lower cost option. 

I do have some concern that the bulk of consumers, today, use the more expensive manual process - 
and that the rates may go up for these consumers in the short run. Without perfect information about how 
this new incentive-based system will work, it is imperative that the commission test its theory that rates 
will eventually go down for all consumers by reevaluating these new rules in a reasonable period of time. 
We can’t wait another 20 years to look at this again. 

For these reasons, I concur in this item. 
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